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Abstract
For more than fifty years» the federal income tax and estate tax statutes have encouraged philanthropy by
allowing deductions for contributions to qualifying charities. Gifts to schools, churches, hospitals or other
publicly sup ported charities may provide donors and their estates with significant tax savings, These tax
incentives are based on the belief that the support of higher education, religion, research and other charitable
causes, is best provided by private individuals and institutions.
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Introduction
For more than fifty years» the federal income tax and estate tax statutes
have encouraged philanthropy by allowing deductions for contributions to quali
fying charities. Gifts to schools, churches, hospitals or other publicly sup
ported charities may provide donors and their estates with significant tax
savings,^ These tax incentives are based on the belief that the support of
higher education, religion, research and other charitable causes, is best
provided by private individuals and institutions*
Although state and federal tax provisions provide incentives for charitable
giving, the benefits derived from the charitable deductions do not solely justify
a donation. Because the reductions in income and/or estate taxes never exceed
the value of the gift, the basis for giving remains philanthropic.
This is not to say that the charitable deductions and the resulting tax
savings should be Ignored. For individuals with genuine charitable desires,
consideration should be given to the timing and method of donation that will
combine to minimize the "cost" of the gift (where "cost" is defined as the value
of the gift less the tax savings produced by the donation). Unfortunately, many
philanthropically minded individuals are unaware of the flexibility offered by
the many methods of donation and either don't make a donation, or make less than
full use of the available tax benefits.
It is the purpose of this publication to consider how best to fulfill indi
viduals * charitable desires without sacrificing financial security. Toward this
end, consideration is given to charitable giving strategies that provide donors
not only a source of income but also significant tax savings.
To help illustrate the differences among the methods of donation, a h3rpo-
thetical family is introduced and placed in several hypothetical charitable
giving situations. The two individuals, Mr, &Mrs. West, operate a 400 acre
farm. The Wests own 270 of these acres in tenancy in conmion, the remaining 130
acres are solely owned-by Mr. West. In addition to the farmland* which is valued
at $1,280,000, the Wests own as tenants in common $130,000 of machinery and
equipment and $30,000 of feeder livestock. Their nonbuslness property, which is
held in joint tenancy, includes an $80,000 home, $40,000 in certificates of
deposit and $24,000 in automobiles and household furnishings. The Wests have two
children - the son is 45 years old and is president of the local bank; the
daughter is 38 years old and is married to an established area farmer.
It is assumed, for purposes of analysis, that Mr. West will predecease his
wife. His will distributes one-half of the estate to his wife in fee and the
remainder to' her for life; the estate of Mrs. West will be divided between the
children. Given their equity position and the financial independence of their
children, Mr. &Mrs. West would like to leave a portion of their wealth to a
deserving charitable organization.
Table 1 records a series of estimates of future after tax income for Mr. &
Mrs. West assuming a charitable donation Is not made. For these estimates and
for the remaining examples, it is assumed that the Wests earn a 4% cash return on
their 400 acres (with an annual 4% growth in these earnings) and an 10% return on
their certificates of deposit. The income generated by the farm operation was
assumed to be consumed while their interest income was assumed to be reinvested
at the 10% rate.
Table 2 contains estimates of the tax liabilities on Mr. West's estate
assuming first that he dies immediately and secondly, assuming that he dies five
years hence. For the immediate death case, the decedent's property is valued at
$1,000,000. When death occurs in five years. West's business property is assumed
Table 1. Estimated Income Prior to a
3
Charitable Donation
Current
Year Year 1 Year 2 Year 3 Year 4 Year 5
Adjusted Gross Income^ $55,600 $58,088 $60,701 $63,449 $66,338 $69,378
Taxable Income^ . 52,210 53,184 55,541 58,117 60,819 63,658
Tax^ 14,277 13,287 12,081 11,556 10,959 10,284
After Tax Income 37,933 39,897 43,460 46,561 49,860 53,374
3-Tt> all examples, it is assumed that the Wests earned: (a) a return
on the AOO acres ^th an annual 4% growth in these earnings and (2) 10% return
on their certificates of deposit.
^Taxable income is calculated as; adjusted gross Income minus the
excess of itemized deductions over the zero bracket amount minus the personal
exemptions minus the deduction for two-earner married couples (it Is assumed
that each spouse is credited with one-half the income)* It is assumed that the
the Wests have iteiolzed deductions (before a charitable donation is made) equal
to the zero bracket amount ($3,400).
^Income taxes are based on rates for married individuals. After 1983, the
rates will be adjusted annually for inflation/deflation (as measured by the
Consumer Price Index). An 8% rate of inflation was assumed for this adjustment
Table 2. Estimated Federal Estate Tax- Liability Prior to a Donation
Husband ^Wife
Immediate Expected Immediate Expected
Death Llfe^ Death Life^
Gross Estate $1,000,000 $1,327,610 $1 ,064,000 $1 ,783,832
Debts & Costs^ 40,000 53,104 42,560 71,353
Adjusted Gross Estate 960,000 1,274,505 1 ,021,440 1 ,712,478
Marital Deduction 480,000 637,252 0 0
Charitable Deduction 0 0 0 0
Taxable Estate 480,000 637,252 1 ,021,440 1 ,712,478
Tentative Federal Tax 149,000 206,583 354,590 651,415
Unified Credit 62,800 192,800 62,800 192,800
State Death Tax Credit 9,360 27,180 37,424 78,898
Federal Estate Tax 76,840 0 254,365 379,716
®We assume Mr. West dies in 5 years and Mrs. West dies in 4 years there
after. We also assume that all business assets appreciate at an annual rate of
6%.
^For all examples, debts and costs were assumed to be 4% of the gross
estate.
to have appreciated at ati annual rate of 6% so that the gross estate is valued at
$1,327,610.
^ Testamentary Bequests
In many cases, a concern that a lifetime gift will jeopardize future
security, coupled with a limited understanding of split interest giving, leaves
the testamentary bequest (transfer at.death) of a full property interest as the
only giving option. While a testamentary charitable gift can significantly
reduce the estate tax liability, such a gift does not provide Income tax deduc
tions during the donor's lifetime.
For qualifying testamentary bequests of full property interests, the
Internal Revenue Code allows a deduction that removes the property donated from
the decedent's taxable estate,^ Abequest of a partial Interest in property
(for example 40 acres out of a 400 acre farm) also qualifies for an estate t^
deduction—the amount excluded from the donor's estate is the fair market, value
of the portion pa;ssing to a qualifying charity. By excluding property from the
taxable estate, the charitable bequest produces federal estate tax savings equal
to the fair market value of the bequest multiplied by the estate's marginal tax
rate. Such transfers are also deductible for state Inheritance tax purposes.
The provisions of the Economic Recovery Tax Act of 1981 may significantly
reduce the estate tax savings produced by a testamentary charitable donation.
For many married couples, the unlimited marital deduction of the '81 Act will
shield the estate of the first to die from taxation. Where the marital deduction
is used to reduce the value of the estate below taxable levels, the charitable
deduction ceases to produce tax savings at the first death. Although the new
marital deduction rules may leave the charitable deduction without value at the
first death, a charitable bequest continues to be a potential tax saver for the ,
estate of the second to die. If the estate of the second to die is larger than
what can be covered by the unified credit, the federal estate tax savings from
testamentary charitable bequests can be substantial»
Example 1
Although the Wests may be hesitant about giving property away during life,
they may feel that their estates are large enough to allow a testamentary chari
table bequest to be made without sacrificing the financial security of the
surviving spouse. If Mr, West's last will and testament includes a $100,000
charitable bequest of land, the federal estate tax on his estate (assuming
immediate death) would be reduced by an estimated $16,512 while the federal
estate tax liability on Mrs. West's estate would be reduced by $15,820 (Table
3). The net cost of the donation, therefore, is reduced to $67,668 ($100,000 -
($16,512 + $15,820)).
Table 3. Estimated Estate Tax Liability After Testamentary Bequest of 38 Acres
— Husband
Immediate Ebcpected
Death Life
^Wife
Immediate Expected
Death Life
Gross Estate $900,000 $1,327,610 $1,016,000 $1 ,720,428
Debts & Costs 36,000 53,104 40,640 68,817
Adjusted Gross Estate 864,000 1,274,505 975,360 1 ,651,610
Marital Deduction 432,000 587,252 0 0
Charitable Deduction 0 100,000 0 0
Taxable Estate 432,000 587,252 975,360 1 .651,610
Tentative Federal Tax 132,680 188,083 336,190 624,024
Unified Credit 62,800 188,083 62,800 192,800
State Death Tax Credit 9,552 — 34,844 74,515
Federal Estate Tax 60,328 0 238,545 356,708
Tax Savings Due to Gift 16,512 0 15,820 23,008
Mscounted Value of Tax
Savings^ 16,512 0 16,911
^For this and all following examples, the tax savings created by the
donation or bequest are discounted from the date of tax payment to the date of
the donation or bequest.
If Mr. West's death occurs five years hence, the stepped up unified credit
and the marital deduction combine to protect his estate from federal estate
taxation; thus, the charitable donation does not provide estate tax savings for
his estate. The donation does, however, effectively exclude property from the
estate of Mr. West's surviving spouse. Although one-half of Mr. West's property
Is used to fund a life estate (the value of which will not be taxed in the
estate of Mrs, West), the assumed rate of inflation between deaths pushes Mrs.
West's estate to a level that triggers a substantial federal estate tax
liability. The exclusion of property from Mrs. West's estate through use of the
charitable bequest, therefore, produces federal estate tax savings of $23,008.
If the tax savings for Mrs. West's estate are discounted to the date of the
donation, the net cost of the gift is reduced from $100,000 to $83,088 ($100,000
- $16,911).
Lifetime Gifts
Outright gifts
Some individuals, after providing for their own lifetime needs, find that
lifetime charitable gifts will not jeopardize future financial security.
Individuals making outright charitable gifts during lifetime receive the maximum
tax benefits accorded to charitable donors. Not only does a gift to a qualifying
charity provide death tax savings (by eliminating the donated property from the
donor's taxable estate), it also entitles the donor to an Income tax deduc
tion.^
The amount by which Income taxes will be reduced by the Income tax
charitable deduction depends on the donor's income, the type of property
donated,^ and the nature of the charitable recipient,^ Donors of money to
schools, churches, medical facilities, publicly supported charities, governmental
units or certain private foundations, receive a deduction equal to the cash
given, provided the deduction does not exceed 50% of the donor's "contribution
base," which is essentially the donor*s adjusted gross income. Donors of cash
gifts to organizations other than those listed above (e*g« scientific, literary,
or athletic associations) are entitled to deduct the lesser of twenty percent of
their adjusted gross income, or the amount by which one half of their adjusted
gross income exceeds the deductions taken for contributions to schools, churches,
medical facilities, publicly supported charities, governmental units, or certain
private foundations.^
Although cash donations are generally deductible subject to the 50%
limitation, charitable gifts of appreciated property are deductible at full fair
market value only up to 30% of the donor's contribution base,^ Donors may,
however, be allowed to deduct up to the 50% ceiling if the value of the gift
(reported for tax purposes) is reduced by the amount of ordinary income and by
ft
40% of the amount of long term capital gain that would be recognized if the donor
would sell the property on the date of the donation,® Should the percentage
limitations prevent a deduction of the full value of the gift in the year of
donation, the excess may be deducted from the donor's income over the five
succeeding years (again subject to the annual percentage limitations),^
Donors need not make full interest gifts to qualify for the Income tax char
itable deduction.^® Individuals may donate a specific portion of property or
an undivided interest in property and retain ownership of the remaining portion
or interest. A gift of 30 acres out of a 400 acre tract of land or a donation of
a 20% interest in real property are examples of gifts that entitle donors and
their estates to the federal income and estate tax charitable deductions.
Example 2 The Wests may feel that a lifetime donation of 30 acres of Ifr.
West's farm real estate (fair market value of $100,000) will not jeopardize
their financial security. If the Wests are near retirement age, such a gift
during life not only creates income and death tax savings, but it also provides
Increased leisure time.
A$100,000 gift would allow the Wests to shield 30%^^ of adjusted gross
income from taxation in the year of the contribution and in the five succeeding
years (Table 4). In fact, the income tax savings are significant enough to
actually increase after-tax income in the year of donation and in the following
five years. For example, without the donation after-tax Income In the year of
contribution would be $37,933 (Table 1); with the donation after-tax income is
$44,588 (Table 4). This occurs because the tax deduction from the donated
property more than offsets the reduction in Income that occurs when the property
is given up. If each year's income tax savings are invested to yield 8%, by the
end of the five year carryover period, these income tax savings will have
accumulated to $37,006. Despite the inability to deduct the full $100,000 in the
year of the transfer (Table 4), the income tax savings from the donation are
substantial. In this example, although the full $100,000 is available for
deduction from gross income, the 30% deduction limitation limits the total
deduction (spread over six years) to $95,568.
While outright gifts that are large relative to annual adjusted gross income
may not be fully deductible for income tax purposes, the entire property donated
will be excluded from the donor's taxable estate and may, therefore, produce
significant death tax savings. In the present example, if Mr. West dies in five
years, his estate is shielded from the federal estate tax by the unified credit
and the marital deduction—the exclusion of the 30 acres from his estate does not
produce estate tax savings. Without the donation, however, one—half the value of
the 30 acres would be included In Mrs. West's estate (the remainder would be in a
life estate not subjected to the federal estate tax), and her estate would incur
Table 4. Estimated Income After Lifetime Donation of 30 Acres
Year of
Contribution Year 1 Year 2 Year 3 Year 4 Year 5
Adjusted Gross Income $51,760 $54,094 $56,548 $59,128 $61,845 $64,706
Taxable Income Before
56,326 58,986Donation 48,466 49,390 51,561 53,840
Maximum Annual
16,897 17,695Deduction^ 14,539 14,817 15,468 16,152
Deduction Taken^ 14,539 14,817 15,468 16,152 16,897 17,695
Taxable Income 33,927 34,573 36,092 37,688 39,429 41,290
Tax 6,902 ' 6,435 5,854 5,571 5,283 4,961
After Tax Income 44,588 47,659 50,694 53,550 56,561 59,744
Tax before Deduction 12,630 11,770 10,568 9,931 10,229
9,936
Tax Savings 5,728 5,335 4,714 4,354 4,946 4,975
Compound Value of Tax •
5,341 4,975Savings^ 8,416 7,258 5,938 5,078
Discounted Value of Tax
3,135Savings 5.304 4,574 3,742 3,200 3,366
^The examples'Involve donations of land—a capital gain asset. The
maximum allowable deduction in any one year is assumed to be 30% of adjusted
gross income.
l>The total allowable deduction is equal to the full value of the acres
donated—$100,000.
CFpr this and the remaining examples it is assumed that each years income
tax savings are invested to yield an 8% return.
Table 5. Estimated Estate Tax liability After Lifetime Donation of 30 Acres'
Gross Estate
Debts & Costs
Adjusted Gross Estate
Marital Deduction
Charitable Deduction
Taxable Estate
Tentative Federal Tax
Unified Credit
State Death Tax Credit
Federal Estate Tax
Tax Savings Due to Gift
Discounted Value of Tax Savings
Husband
$1,193,789
47,751
1,146,037
573,018
0
573,018
182,816
182,816
0
0
0
0
Wife
$1,702,738
68,109
1,634,628
0
0
1,634,628
616,382
192,800
74^013
349,568
30,148
15,081
^Assumes the husband died five years after the donation and the wlfs died
four years later.
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a federal estate tax liability of $379,716 (Table 2) rather than the $349,568
(Table 5) obligation assuming the donation. One seeq, therefore, that although
the unified credit and the marital deduction of the Economic Recovery Tax of 1981
may limit the value of the exclusion of property from the estate of the first to
die, the savings produced by the exclusion of that property from the second
estate, may be significant. If the discounted value of these estate tax savings
is added to the discounted value of the estimated income tax savings, the cost of
the gift is reduced to $61,645 ($100,000 —($23,274 + $15,081)).
Farm or Residence Remainder^Interest Gifts
Although, lifetime full interest charitable gifts produce the maximum income
and estate tax benefits, gifts of charitable remainder interests may produce
significant tax deductions for donors and their estates. Under some
circumstances a donor may retain lifetime use of the property gifted and still
benefit from the income and estate tax charitable deductions for the remainder
passing to the charity. The implication is that financial security concerns need
not prevent individuals from taking advantage of the tax benefits for lifetime
gifts.
One-life interests; For a farm or personal residence, the gift of a
remainder interest may be accomplished by the donor deeding the property to a
qualifying charity but retaining a life estate in the property, A life estate is
a right to live in the residence or to receive the income from the land. At the
death of the holder of the life estate (or after a specified term), the farm or
residence is transferred to the selected charity. The property interest passing
to the charity initially is termed the charitabl remainder interest.
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Donors of remainder Interests may use the present value of the charitable
remainder as a deduction against adjusted gross Income. The present value of the
charitable remainder Interest would be deductible: 1) up to 30% of adjusted
gross Income (with a five year carry-over for any excess deduction), or 2) up to
50% of adjusted gross Income If the value of the contribution Is reduced by the
amount of ordinary Income and 40% of the amount of long term capital gain that
would be recognized If the donor would sell the property on the date of the
donation. The five year carry-over provision Is also available should the value
of the remainder exceed 50% of adjusted gross Income. The present value of the
charitable remainder may be thought of as the expected value of the farm or
residence on the date of transfer to the charity-discounted to the present. The
deductible amount, therefore, depends upon the value of the property (on the
donation date) and the life expectancy of the holder of the life estate.
In an attempt to account for the use of depreciable property during the life
estate period, the IRS requires that estimated depreciation or depletion at
"straight line rates" be subtracted from the present value of the charitable
remainder Interest.The IRS has provided tables from which the present
value of the charitable remainder and the depreciation adjustment can be readily
computed•
As for the estate tax savings of the charitable remainder interest donation,
the value of the farmland or residence Is included in the donor's gross estate,
assuming the donor had retained the life estate, but a deduction is available for
13
the value of the remainder Interest passing to the charity.
Example 3 Mr. &Mrs. West may be most comfortable retaining full
lifetime usage rights in their property. Given this preference and in the
absence of the special provision for gifts of charitable remainders, the Wests
12
could only fulfill their charitable desires with a testamentary bequest. With
the charitable remainder interest option, however, the Wests may decide to deed
30 acres of Mr. West's land (valued at $100,000) to the selected charity, but
retain the right to receive the income from these acres throughout Mr. West's
life. At his death, the 30 acres would be transferred to the charity.
Assuming the Wests elect the 30% income tax deduction and that each year's
income tax savings are invested to yield an 8% return, the value of the income
tax savings at the end of the carryover period is estimated to be $25,991 (Table
6). If the discounted value of these estimated income tax savings is added to
the discounted value of the projected estate tax savings ($15,081 - produced by
the exclusion of the 30 acres from Mrs. West's estate as documented in Table 7),
we see that the cost of the donation has been reduced to $68,573 ($100,000 -
($16,346 + $15,08]))). Furthermore, the after-tax annual Income has again been
increased through ^he use of the charitable deduction (Table 6).
Two-life interests: A property owner may also make a charitable donation of
a remainder interest and create more than one life estate. Thus, an individual
making a donation of a charitable remainder interest may retain one life interest
and create another for a spouse (should the spouse survive). By deferring the
donation over two lives, the two-life remainder interest gift allows donors to
protect both themselves and their surviving spouses.
In executing the two-life remainder interest donation, the donor makes two
gifts: one gift is the remainder interest to the charitable organization, the
other is the life Interest to the surviving spouse or other noncharitable
beneficiary. The charitable contribution does not trigger a gift tax; the gift
of the life interest, on the other hand, may result in a gift tax obligation. If
the donor does not retain a right to revoke the secondary life interest, a
13
Table 6. Estimated Income After Remainder Interest Donation of 30 Acres
Adjusted Gross Income
Taxable Income Before
Donation
Maximum Annual
Deduction
Deduction Taken
Taxable Income
Tax
After Tax Income
Tax Before Deduction
Tax Savings
Compound Value of Tax
Savings
Discounted Value of
Tax Savings
Year of
Contribution Year 1 Year 2 Year 3 Year A Year 5
$55,600 $58,088 $60,701 $63,449 $66,338 $69,378
52,210 53,184 55,541 58,117 60,819 63,658
15,663 15,955 16,662 17,435 18,245 19,097
15,663 15,955 16,662 3,508 0 0
36,547 37,229 38,879 54,609 60,819 63,658
7,848 ^ • 7,384 6,558 10,223 10,959 10,284
47,751 50,753 54,142 53,225 55,268 59,093
ik.in 13,287 12,081 11,556 10,959 10,284
6,429 5,903 5,523 1,333 0 d
9,450 8,030 6,957 1,554 0 0
5,943 5,050 4,375 977 0 0
®The total allowable deduction is $51,788 (the present value of the
charitable remainder interest based on the life expectancy of Mr. West). The
calculation is: Value of land donated ($100,000) multiplied by a present value
of a remainder interest factor for males age 65 (.51788). The present value
factor Is provided in Table A(l) of Treas. Reg. § 2031—10.
Table 7. Estimated Estate Tax Liability After Remainder Interest Donation of
30 Acres^
Gross Estate
Debts & Costs
Adjusted Gross Estate
Marital Deduction
Charitable Deduction
Taxable Estate
Tentative Federal Tax
Unified Credit
State Death Tax Credit
Federal Estate Tax
Tax Savings Due to Gift
Discounted Value of Tax Savings
Husband
$1,327,610
53,104
1,274,505
570.352
133,800
570.353
181,850
181,830
0
0
0
0
Wife
$1,702,738
68,109
1,634,628
0
0
1,634,628
616,382
192,800
74,013
349,568
30,148
15,081
^Assumes the husband died five years after the donation and the wife
41ed four years later.
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federal gift tax may be levied on the life Interest and will be payable by the
donor•
As with the one-life charitable remainder Interest gift, the Income tax
deduction is equal"to the present value of the charitable remainder Interest
adjusted for depreciation and subject to the percentage limitations that were
discussed earlier.The present value of a remainder Interest at the end of
two lives depends upon the life expectancies of two persons. As two persons are
expected to live longer than one person (based on statistical probabilities), the
present value of the remainder interest for"the two-life option Is less than the
present value for the one—life case*
The estate tax charitable deduction that is available for donations of
two-life remainder Interests is equal to the present value of the charitable
remainder interest. In other words, the full value of the property will be
Included in the donor's estate, but the estate will receive a deduction
equal to the discounted value of the property that will pass to the charity at
the end of the surviving spouse's life.
Example 4 The opportunity to make a donation while retaining a full
ownership Interest in the farm (for as long as one of them lives) may encourage
the Wests to make a larger gift than they originally thought possible. Because
the property will not be transferred to the charity until both of the Wests have
died, a two-rlife remainder interest donation (whatever its size) will not
threaten the financial security of either Mr. or Mrs. West.
If they decide to donate Mr. West's entire interest in the land, the present
value of the charitable remainder Interest is $278,406. Because Mr. West had
$175,000 worth of depreciable buildings on the 265 acres that were donated, an
adjustment for depreciation must be made. With the adjustment, the present value
of the remainder interest is $229,430. The Wests may use this amount as a
15
deduction against their income In the year of the donation. Although the present
value of the charitable remainder interest exceeds 30% of Income for the donation
year, the excess may be deducted over the five succeeding years. The estimated
value of the income tax savings attributable to the donation at the end of year
five is $A0,018 (Table 8),
These income savings underlie the increase in ^ter tax income that the
Wests experience. Because the transfer, of property is delayed until after their
deaths, the West's ability to generate income is not diminished. The retention
of their entire 400 acres coupled with the deduction for the charitable remainder
interest increases the West's after-tax income by $9,818 in the year of the
contribution ($47,751 (Table 8) minus $37,933 (Table 1)).
Despite the donation of two-thirds of the farm real estate and buildings
(valued at $848,000), the estimated income tax savings from this gift are not
substantially different from the savings generated by the smaller gifts of farm
real estate that were previously discussed. Because the dollar value of this
donation is large relative to average annual gross income, the 30% deduction
limitation imposed on gifts of appreciated property prevents this donation from
being fully deducted. The entire charitable remainder interest of $229,430 is
available for deduction, but the 30% limitation only allows $103,057 (spread over
six years) to be actually deducted.
On the surface, it may appear that a significant portion of a large chari
table gift could be considered as "excess donation" in the sense that this
portion is not deductible for Income tax purposes. As noted earlier, however,
the motive for charitable giving must be philanthropic ^ all gifts should be
justified primarily by the charitable desires of the donor.
Secondly, recall that the federal estate tax charitable deduction is
available without size limitation. Although a charitable donation may not be
16
fully deductible for income tax purposes, it always qualifies for a full
deduction for death tax purposes. For those with estates larger than what can be
covered by the unified credit, the federal estate tax savings produced by the
full deduction of the charitable remainder Interest can be substantial. In the
present example, because Mr. West's estate (with or without the donation), is
not large enough to incur a federal estate tax liability, the deduction equal to
the present value of the charitable remainder (based on the life expectancy of
Mrs. West) is without value at his death. The donation, however, not only allows
Mr. West's surviving spouse to use the 265 acres during her life, but also
excludes the value of these acres from her taxable estate. The exclusion of the
265 acres from Mrs. West's taxable estate produces federal estate tax savings of
$242,865 (Table 9).
The total discounted tax savings of $146,662 ($25,169 from Table 8 plus
$121,493 from Table 9) produced by the donation are significantly higher than the
savings generated by the previously discussed gifts. However, because the
donation Is valued at $848,000 rather than $100,000, the net cost of this
donation Is also significantly higher ($701,831). The ability of the two life
remainder interest donation to provide lifetime security for donors and their
spouses may offset concerns over the cost of the donation. Whether the cost of
the donation is important given this lifetime security depends, of course, on the
desires of the individual donor.
Annuity Trust and Unltrust Gifting
Prior to the Tax Reform Act of 1969, it was possible to receive a charitable
deduction for a gift of a remainder interest with a life estate left to a
noncharitable beneficiary (much as remainder interest gifts of farms and
residences are handled today). In some instances, this permitted a tax deduction
17
Table 8; Estimated Income After Two-Life Remainder Interest Donation in 267
Acres
Year of
Contribution Year 1 Year 2 Year 3 Year 4 Year 5
Adjusted Gross Income $55,600 $58,088 $60,701 $63,449 $66,338 $69,378
Taxable Income before
60,819 63,658Charitable Income 52,210 53,184 55,541 58,117
Maximum Annual
18,245 19,097Deduction 15,663 15,955 16,662 17,435
Deduction Taken® 15,663 15,955 16,662 17,435 18,245 19,097
Taxable Income 36,547 '37,229 38,879 40,682 42,574 44,561
Tax 7,848 7,384 6,558 6,415 6,164 5,877
After Tax Income 47,751 50,753 54,142 57,033 60,173 57,780
Tax Before Deduction 14,277 13,287 12,081 11,556 10,959
10,284
Tax Savings 6,429 5,903 5,523 5,141 4,795 4,407
Compound Value of Tax
5,178 4,407Savings 9,450 8,030 6,957 5,996
Discounted Value of
3,257 2,772Tax Savings 5,943 5,050 4,375 3,771
^The total allowable deduction is equal to $229,430 (the present value
of the charitable remainder interest based on the life expectancies of both
Mr, and Mrs. West, adjusted for depreciation). The calculation is: value of
the land ($673,000) multiplied by a present value of a remainder interest
factor for a male age 65 and a female age 62, pliw the present value of
depreciable structures. The present value factor for the land is provided in
Table LT6 of IRS publication 723A; the present value of the depreciable
structures is calculated according to Treas. Reg. 1.170A—12(e).
Table 9- Estimated Estate Tax Liability After Two-Ufe Remainder Interest
Donation in 265 Acres^
Gross Estate
Debts & Costs
Adjusted Gross Estate
Marital Deduction
Charitable Deduction
Taxable Estate
Tentative Federal Tax
Unified Credit
State Death Tax Credit
Federal Estate Tax
Tax Savings Due to Gift
Discounted Value of Tax Savings
Husband
1,327,610
53,104
1,274,505
96,385
449,855b
546,240
172,909
172,909
0
0
0
0
Wife
1,100,999
44,039
1,056,959
0
0
1,056,959
369,153
192,800
39,501
136,851
242,865
121,493
^Assumes the husband died five years after the donation and the wife died
four years later.
^Present value of the charitable remainder interest based on ^s. West's
life expectancy. The present value of the remainder interest is computed by
multiplying the value of the property at Mr. West's death by a remainder factor
for females (age 62) found in Table A (2) Treas. Reg. § 20.2031—10.
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that was substantially larger than what the charity eventually received. In an
attempt to provide a closer correlation between the charitable contribution
deduction and the ultimate benefit to the charity, the 1969 Act designed the
charitable remainder unitrust and the charitable remainder annuity trust. If a
donation in property other than farm land or a residence" is to qualify for the
Income, gift or estate tax charitable deductions, the 1969 Act requires that the
gift be made in a qualifying unitrust or annuity trust.^
The donor is required to fund a charitable annuity trust or unitrust with an
irrevocable transfer of money or property (the property could include a farm or
residence). Once funded, the trust has one or more Income beneficiaries with the
charitable organization receiving the property. Uaitrust or annuity trust
instruments may provide for the beneficiaries to receive payments (at least
annually) for life or for a specified term (not longer than twenty years). At
tfe termination of the annuity payments, the charity has the property for
charitable use.
The major difference between the unitrust and annuity trust lies in the
annuity payments. IRS regulations provide for unitrust annuity payments to be a
fixed percentage (not less than 5%) of the fair market value of the trust's
assets, valued annually. The trust instrument, however, may create what has been
termed an "Income option"by stipulating that the unitrust payments be:
1) a fixed percentage of the fair market value of the trust's assets, determined
annually, or 2) the trust's annual income providing such amount is less than what
would be paid under the fixed percentage distribution. Under this Income option,
surpluses from years in which trust income exceeds the fixed percentage distribu
tion may be distributed to beneficiaries as compensation for years in which the
Income distributions were less than the fixed percentage unitrust amount.
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In contrast, the regulations for the annuity trust payments allow for con
siderably less flexibility. The annuity trust payments must be a fixed percent
age of the initial fair market value of the trust's assets (not less than 5%).
One additional difference between the two trusts is that the unitrust may receive
contributions to principal throughout the trust's life, while the funding of the
annuity trust is restricted to the initial contribution.
One-U-fe Interests: Because a charity receives a full Interest in the
trust's property at the time the trust expires, the donor is entitled to an
income tax deduction in the year the trust is established. The value of the
charitable deduction for Income tax purposes is the fair market value of the
property placed in trust less the present value of the payments to the
beneficiaries. The present value of the payments depends upon the length of the
trust arrangement and the value of each annuity payment. In general the longer
the trust is directed to make annuity payments (i.e., payments to trust
beneficiaries with long life expectancies) and the larger these payments are, the
less will be the value of the trust's assets benefiting the charity.
It follows that the charitable remainder is greatest when the minimum
payment to the beneficiaries (5% of the trust's assets valued annually for the
unitrust or valued Initially In the case of the annuity trust) is used. The
desire to maximize the value of the property passing to the charity must, how
ever, be weighed against the income needs of the beneficiaries. The IRS has
produced tables from which the present value of the charitable remainder can be
computed easily.
Donations made through charitable remainder trusts also produce estate tax
savings. Typically, the trust arrangement provides lifetime annuity payments to
the donorj at the donor's death, the trust's assets benefit the qualifying
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charity. The value of the trust's assets at the time of the donor's death is
included in the dpnor's gross estate, but is removed from the taxable estate by a
charitable deduction of equal value.
Example 5 The Wests may choose to fund a charitable remainder
annuity trust with 30 acres ($100,000) of Mr. West's farm property. The trust
may be set up so that year-end payments of $5,000 (5% of the trust's Initial
value) are received. At death, the remainder Interest in the trust will pass to
the selected charity. Given that Mr. West Is 65 years old, the present value of
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the charitable remainder interest in the annuity trust would be $59,823.
Mr. West may deduct the present value of the charitable remainder interest from
adjusted gross income (subject to the percentage limitations and with the 5 year
carryover). The estimated income tax savings from the annuity trust remainder
Interest donation (compounded at 8%) is $28,822 (Table 10). Note again that
after-tax income is enhanced when the donation is made compared to the income
that would be available without the donation (Table 1).
Additionally, the exclusion of the 30 acres from Mrs. West's estate
produces estimated federal estate tax savings of $34,637 (Table 11). The value
of the combined estimated tax savings (Tables 10 &11), on the date of the
donation (i.e. the discounted value of the tax savings), reduces the cost of the
gift to $64,545 ($100,000 —($18,-127 + $17,327)).
Example 6 Alternatively, the Wests may fund a unitrust with farm
property. The unitrust will provide them with annual payments equal to either a
fixed percentage of the value of the farm land (determined annually) or the
lesser of the farm's Income or the fixed percentage payment. If a 5% unitrust is
selected, the present value of the charitable remainder (given Mr. West is 65
years old) would be $55,499.
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Table 10. Estimated Income After Annuity Trust Donation of 30 Acres
Adjusted Gross Income®
Taxable Income befbre
Charitable Deduction
Maximum Annual
Deduction
Deduction Taken^
Taxable Income
Tax
After Tax Income
Tax Before Deduction
Tax Savings
Compound Value of Tax
Savings
Discounted Value of
Tax Savings
Year of
Contribution Year 1 Year 2 Year 3 Year 4 Year 5
$56,600 $58,928 $61,375 $63,899 $66,,659 $69,512
53,185 53,982 56,215 58,567 61 ,140 63,792
15,955 16,194 16,864 17,570 18 ,342 19,137
15,955 16,194 16,864 10,810 0 0
37,230 . 37,788 39,351 47,757 61 ,140 63,792
8,114 7,529 6,714 8,485 11 ,081 10,335
48,485 51,398 54,660 55,414 55 ,577 59,176
14,706 13,606 12,337 11,727 11 ,081 10,335
6,592 6,077 5,623 3,242 0 0
9,690 8,267 7,083 3,781 0 0
6,094 5,199 4,454 2,378 0 0
®The annuity trust is assumed to pay a $5,000 annuity which is 5% of
the trust's initial assets.
l>The total allowable deduction is $59,823 (the present value of the
charitable remainder interest). The calculation of the remainder interest is
accomplished by subtracting the present value of the annuity from the initial
v^ue of the trust. The present value of the annuity is equal to the annual
payout ($5,000) multiplied by an annuity factor for males age 65 (8.0353). The
annuity factor is located in Table (1) of Treas. Reg. § 20.2031-10. Deduction
= $100,000 - (5,000 X 8.0353).
Table 11. Estimated Estate Tax Uabllity After Annuity Trust Donation of
30 Acres®
Gross Estate
Debts & Costs
Adjusted Gross Estate
Marital Deduction
Charitable Deduction
Taxable Estate
Tentative Federal Tax
Unified Credit
State Death Tax Credit
Federal Estate Tax
T^ Savings Due to Gift
Discounted Value of Tax Savings
Husband
$1,332,171
53,276
1,278,884
570,133
138,577^
570.133
181,749
181,749
0
0
0
0
Wife
$1,699,095
67,963
1,631,131
0
0
163,131
614,809
192,800
76,929
345,079
34,637
17,327
^Assumes the husband died five years after the donation and the wife died
four years later.
^Estimated value of the trust at the time of Mr. West's death. Assumes
that the trust: 1) earns a 10% return, and 2) pays out $5,000 annually.
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Again, the present value of this charitable remainder interest may be used
by the Wests as an income tax deduction (subject to the percentage limitations
and with the 5 year carryover available). The estimated value of the Income tax
savings produced by the unitrust remainder Interest gift (assuming each year's
savings were Invested to yield 8%) is $28,098 (Table 12).
The unitrust donation not only Increases after-tax Income via the charitable
income tax deduction but it also increases Income as the unitrust's annual
payment is adjusted upward to match the appreciation In the trust's assets. By
the fifth year following the donation, the annual adjustment permits the unitrust
to distribute $2,230 more than the annuity trust (Tables 10 &12).
As with the annuity trust, use of the unitrust also creates estate tax
savings by eliminating the value of the 30 acres from Mrs. West's taxable estate.
The discounted value of the projected estate tax savings of $17,362 (Table 13),
added to the discounted value of the Income tax savings (Table 12), reduces the
cost of the gift to $64,966 ($100,000 - ($17,362 + $17,671)).
Two-Life Interests: Adonor of an annuity or unitrust remainder Interest
may stipulate that the annuity payments be made over two lives. The typical
arrangement calls for the annuity to be paid to the donor during his/her life and
thereafter to the spouse for life (providing the donor predeceases the spouse).
At the death of the surviving spouse, the property is held by the designated
charity.
As in.the earlier case of remainder Interest donations, the donor of a two
life charitable remainder annuity trust or unitrust Interest makes two gifts: a
gift of a remainder interest to a qualifying charity and a gift of an Income
interest to the surviving spouse or other noncharltable beneficiary. The gift of
the remainder interest to charity does not trigger a gift tax obligation; the
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Table 12. Estimated Income After Unttrust Donation of 30 Acres
>
Year of
Contribution Year 1 Year 2 Year 3 Year 4 Year 5
Adjusted Gross Income $57,100 $59,675 $62,384 $65,225 $68,217 $71,366
Taxable Income before
65,646Charitable Deduction^ 53,672 54,691 57,224 59,893 62,698
Maximum Annual
19,693Deduction^ 16,101 16,407 17,167 17,967 18,809
Deduction Taken 16,101 16,407 17,167 5,825 0 0
Taxable Income 37,571 38,284 40,057 54,069 62,698 65,646
Tax 8,247 7,703 6,947 10,018 11,673 11,040
After Tax Income 48,852 51,971 55,436 55,206 56,543 60,325
Tax Before Deduction 14,920 13,900 12,720 12,231 11,673 . 11,040
Tax Savings 6,673 6,197 5,773 2,213 0 0
Compound Value of Tax
0 0Savings 9,809 8,427 7,273 2,589
Discounted Value of
0Tax Savings 6,169 5,300 4,574 1,628 0
®^The unltrust*s payout is equal to 5% of the trust's assets, valued
annually•
^The total allowable deduction is equal to $55,499 (the present value
of the charitable remainder Interest). The deduction is computed by
multiplying the value of the property funding the trust by a unitrust factor
for trusts with 5% payouts to males age 65 (.55499). The unitrust factor is
located in Table E(2) of Treas. Reg. § 1.664-4(b). Deduction = 100,OOQ x
.55499.
Table 13. Estimated Estate Tax Liability After Unitrust Donation of 30 Acres®
Husband Wife
Gross Estate $1,323,819 $1,699,331
Debts & Costs 52,952 67,973
Adjusted Gross Estate 1,270,866 1,631,358
Marital Deduction 570,320 0
Charitable Deduction 130,225^ 0
Taxable Estate 570,320 1,631,358
tentative Federal Tax 181,818 614,911
Unified Credit 181,818 192,800
State Death Tax Credit 0 76,945
Federal Estate Tax 0 345,165
Tax Savings Due to Gift 0 34,551
Discounted Value of Tax Savings 0 17,362
^Assumes the husband died five years after the donation and the xd.fe died
four years later. ^
^Estimated value of the unitrust at the time of West's death. Assumes
that the trust: 1) earns a 10% return, 2) pays out 5% of its assets.
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gift of the income interest may be recognized as a taxable gift, Agift tax
obligation may again be avoided, however, if the trust instrument specifies that
the donor retains a right (exercisable only by will) to revoke the income
interest* This right to revoke need not be exercised to avoid a gift tax
obligation* An irrevocable income interest in the donor's spouse may create a
federal gift tax obligation; however, if the spouse is the only noncharitable
beneficiary, the federal gift tax marital deduction may be used to prevent a gift
tax liability.
For the two—life charitable remainder remainder annuity trust and unitrust,
the fair market value of the property placed in the trust minus the present value
of the annuity payments is deductible for Income tax purposes (subject to the
percentage limitations). The only difference between the allowable Income tax
deductions for the one-life and two-life arrangements is that for the two-life
annuity trust or unitrust, the annuity payments are payable over two succeeding
lives and, therefore, must be discounted over two lives. As in the earlier two-
life case, the present value of the charitable remainder interest for the two-
life annuity trust or unitrust is less than for the one-life arrangement.
The estate tax deduction for the two-life charitable remainder annuity trust
or unitrust donation is equal to the present value of the charitable remainder
interest. The present value of the remainder interest is equal to the value of
the property in the trust on the date of the donor's death, less the discounted
value of the annuity stream to the surviving spouse (which depends upon the
spouse's age). The value of the property in the trust at the date of death is
Included in the donor's gross estate, but the estate receives a charitable
deduction equal to the present value of the charitable remainder interest.
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Example 7 The two life annuity trust/unltrust option allows the
Wests to make a gift to a charity and In the process protect themselves through
the lifetime annuity payments, m fact, if they are currently earning a 4% cash
return (as assumed in the examples), the Wests may choose to fund a two-life
unitrust or annuity trust with Mr. West's land holdings and provide themselves
with a guaranteed lifetime Income equivalent to at least a 5% return!
Furthermore, if the unitrust arrangement is selected (with annuity payments tied
to the current value of the trust's property) the real capital gain in the farm
may be converted to a current (cash) return.
In addition to providing the Wests with a guaranteed lifetime income, the
two-life charitable remainder interest trusts may produce significant tax
savings. Assuming Mr. West's entire interest in land is donated, the tax
deductions for the,two-life charitable remainder annuity trust reduce the cost of
the $848,000 gift to $701,499 (Tables 14 &15). The estimated tax savings for
the two-life unitrust donation reduce the cost of the gift to $693,942 (Tables 16
&17). As in the earlier case of a 265 acre remainder interest donation, the
cost of a two-life unitrust or annuity trust gift that is funded with Mr. West's
entire farm real estate holdings is significantly higher than the cost of a 30
acre donation. The cost of the gift may not be of concern, however, given the
guaranteed lifetime income that accompanies these donations. In fact. Tables 14
and 16 show that the two-life charitable remainder interest trusts provide the
Wests with more after-tax income than if they had not made a charitable donation.
For example, if the Wests do not make a gift and continue to farm their land,
their estimated after tax income in year 5 is $29,717. On the other hand, should
the Wests select a two-life unitrust or annuity trust, their after tax income in
year 5 is estimated to be $46,852 and $34,655, respectively.
26
Table 14. Estimated Income After Annuity Trust Donation of 265 Acres
Two-Life Annuity
Year of
Contribution
Adjusted Gross Income $64,240
Taxable Income before
Charitable Deduction 60^634
Maximum Annual
Deduction 18,190
Deduction Taken® 18,190
Taxable Income 42,444
Tax 10,148
After Tax Income 54,092
Tax before Deduction 18,015
Tax Savings 7,867
Compound Value of Tax
Savings 11,564
Discounted Value of
Tax Savings 7,273
Year 1 Year 2 Year 3 Year 4 Year 5
$65,345 $66,521 $67,773 $69,108 $70,531
60,345 61,361 62,441 63,589 . 64,811
18,103 18,408 18,732 19,076 19,443
18,103 18,408 18,732 19,076 19,443
42^242 42,953 43,709 44,513 45,368
9,088 7,903 7,149 6,330 6,103
56,256 58,617 60,623 62,777 64,427
16,255 14,292 13,199 12,012 10,722
7,167 6,389 6,060 5,682 4,619
9,747 8,050 7,078 6,136 4,619
6,130 5,062 4,452 3,859 2,905
aihe total allowable deduction Is $373,340 (the present value of the
charitable remainder interest). The deduction is calculated by subtractl^ the
present value of the two-life annuity ($474,659) from the Initial value of the
trust ($848,000). The present value of the annuity is computed by multiplying
the annual oavout ($42,400) by an annuity factor for males age 65 and females
age 62 (11.1948). The annuity factor is found in Table LT6 of IRS Publication
732A.
Table 15. Estimated Estate Tax Liability After Annuity Trust Donation of 265
Acres®
Gross Estate
Debts & Costs
Adjusted Gross Estate
Marital Deduction
Charitable Deduction^
Taxable Estate
Tentative Federal Tax
Unified Credit
State Death Tax Credit
Federal Estate Tax
Tax Savings Due to Gift
Discounted Value of Tax Savings
Husband
$1,367,902
54,716
1,313,185
91.853
748,709
472,622
146,491
146,491
, 0
0
0
0
Wife
$1,095,278
43,811
1,051,467
0
0
1,051,467
366,901
192,800
27,906
146,194
233,522
116,819
^Assumes the husband died five years after the donation and the wife died
four years later, _
"Present value of the charitable remainder interest, based on the life
expectancy of Mrs, West. The present value of the reinainder Interest is equal
to the value of the trust ($1,175,132) less the present value of the annuity
($426,422), The present value of the annuity is computed by multiplying the
annual annuity ($42,400) by a present value annuity factor for females age bl
from Table A(2), Treas. Reg. § 20.2031-10,
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table 16. Estimated Income After Unltrust Donation of 265 Acres
Year of
Two-Life Unltrust Contribution Year 1 Year 2 Year 3 Year 4 Year 5
Adjusted Gross Income $68,560 $71,803 $75,214 $78,801 $82,576 $86,549
Taxable Income before
Charitable Deduction 64,846 66,803 70,054 73,469 77,057 80,829
Maximum Annual
Deduction^ 19,453 20,040 21,016 22,040 23,117 24,248
Deduction Taken 19,453 20,040 21,016 22,040 23,117 24,248
Taxable Income 45,392 46,762 49,037 51,428 53,939 56,580
Tax 11,297 10,718 9,911 9,696 9,441 9,142
After Tax Income 57,262 61,084 65,302 69,104 73,134 77,406
Tax Before Deduction 20,079 21,207 17,374 16,631 15,787 16,809
Tax Savings 8,782 10,489 7,463 6,935 6,346 7,667
Compound Value of Tax
Savings 12,909 14,265 9,403 8,113 6,853 7,667
Discounted Value of
Tax Savings 8,119 8,972 5,914 5,103 4,310 4,822
^The total allowable deduction is equal to $315,201 (the present value
of the charitable remainder interest). The deduction is calculated as in the
one life \initrust case by multiplying the value of the property funding the
trust ($848,000) by a unltrust factor (.37170). Here, the unltrust factor
(located in Table E(3) of IRS Publication 723 B) is for 5% unitrusts with two
beneficiaries—a male age 65 and a female age 62.
Table 17, Estimated Estate Tax Liability After Unltrust Donation of 265 Acres^
Husband Wife
Gross Estate 1,287 ,972 1.095, 278
Debts & Costs 51 .519 43, 811
Adjusted Gross Estate 1,836 ,453 1,051, 467
Marital Deduction 91 ,853 0
Charitable Deduction^ 581 ,263 0
Taxable Estate 563 ,337 1,051, 467
Tentative Federal Tax 179 ,234 366, 901
Unified Credit 179 ,234 192, 800
State Death Tax Credit 0 27, 906
Federal Estate Tax 0 146, 194
Tax Savings Due to Gift 0 233 i 522
Discounted Value of Tax Savings 0 116, 819
^Assumes the husband died five years after the donation and the wife died
four vears later.
"Present value of the charitable remainder interest based on the life
expectancy of Mrs. West. The present value of the remainder interest is equal
to the value of the trust at Mr. Land's death ($1,104,308) less the present
value of the unltrust annuity (523,044). The present value of the unltrust
remainder interest is computed by multiplying the valiw of the trust by a
unltrust remainder factor for females (age 62). Unltrust reminder factors are
found in Treas. Keg. § 1.664-4(b) Tables E(l) & (2).
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Summary
Various methods can be used to implement philanthropic objectives; the major
characteristics of the different mechanisms for making charitable contributions
are summarized in Appendix Table A»
For many families interested in charitable giving, a key concern is how to
best fulfill charitable desires without sacrificing financial security. The
donation. nffithods discussed here recognize that concern—in each example, our
primary emphasis Is on the preservation of the West's financial Indepiendence
after the charitable donation. The testamentary bequest of 30 acres left Mrs,
West with 370 acres and the security therein; the lifetime donation of 30 acres
left the Wests with full ownership and income rights in 370 acres; and the
remainder interest donations provided the Wests with either unrestricted lifetime
use of the property^donated or with significant income interests.
Asecondary concern is how well the particular donation method uses the
charitable tax deductions. Toward this end, the "cost" of the donation was
defined as the value of the gift less the tax savings produced by the donation.
Table 18 contains a ratio that reflects the after-tax cost of the gift calculated
as follows:
value of gift - tax savings •
value of gift
Those methods of donation that more fully exploit the available charitable tax
deductions have the lowest cost ratios.
Table 18 indicates that the lowest cost ratio among the 30 acre donations
belongs to the outright lifetime gift (the cost ratios for the annuity trust,
unitrust flTiH remainder interest donations are somewhat higher). The tax savings
produced by the lifetime outright donation reduces the cost of the gift to
less than one-half the value of the property donated.
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Table 18; Comparative "Cost" of Various Donation Alternatives
Estate Tax Savings
Income Tax Sayings
Total Savings
Cost of Gift ($)
Cost of Gift (%)
30 Acre Donations
Single
Outright Life
Lifetime Single Life Single Life Remainder
Gift Annuity Trust Unitrust Interest
15,081 17,327 17,362 15,081
23,274 18,128 17,672 16,346
38,355 35,455 35,034 31,427
61,645 64,545 64,966 68,573
61 64 65 68
265 Acre Donations
Two-Life
Two-Life Two-Life Remainder
Annuity Tiust Unitrust Interest
Estate Tax Savings 116,819 116,819 121,493
Income Tax Savings 29,682 37,239 25,169
Total Savings 146,501 154,058 146,662
Cost of Gift ($) . 701,499 693,942 701,831
Cost of Gift (%) 83 82 83
30
The lower cost ratio for the outright lifetime contribution reflects the
ability to more fully deduct the value of the 30 acre donation. Subject only to
the 30% deduction limitation, the Internal Revenue Code permits the full value of
outright contributions to be deducted from the donors' adjusted gross income.
1
For the deferred donations, on the other hand, the Code allows only the present
value of the remainder interest to be deducted from the donors * income (again
subject to the 30% deduction limitation). Thus, the 30 acre outright
contribution allowed the Wests to shield $95,568 in income from taxation while
the remainder interest donation protected $51,780, the annuity trust $62,823 and
the unitrust $55,499.
The unitrust arrangement produces the lowest cost ratio among the 265 acre
donations (the ratios for the unitrust and remainder interest donations are
very comparable). The net cost ratios for the 265 acre donations, however, are
substantially higl^er than the ratios for the 30 acre gifts. The explanation for
the higher after tax cost ratios lies in the 30% deduction limitation. Each of
the 265 acre contributions produces an income tax charitable deduction that is so
large relative to average annual income that even the carryforward provision does
not allow the full deduction to be used.
Although these cost ratios measure the tax savings produced by the chari
table gifts, they fail to reflect other important considerations and therefore
should not be relied upon exclusively to select the optimal method of donation.
Post-donation after tax income streams and the uncertainty of these streams are
two items that deserve at least equal attention.
Although it appears that the two-life unitrust and both remainder interest
donations allow greater tax savings and higher after tax income than the other
charitable giving vehicles (Table 19), these donation methods are not always
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preferred. With the remainder Interest option, the income for the life tenant
(West) would be the income generated by the farm. It was assumed that the farm
would earn a 4% return on equity (with a 4% rate of growth). The uncertain
nature of fann income may, however significantly reduce the after tax Income
stream of the remainder interest arrangement. The effects of a declining income
stream are further magnified by reducing the charitable income tax deduction
(recall that the deduction is based on a percentage of adjusted gross income). If
Table 19. Annual After-Tax Income for Various Donation Alternatives
Year of
Contribution Year 1 Year 2 Year 3 Year 4 Year 5
After Tax Income for 30 Acre Donations-—
No Gift 37,933 39,897 43,460 46,561 49,860 53,314
Outright Lifetime Gift 44,858 47,659 50,694 53,550 56,561 59,744
Remainder Interest 47,751 50,753 54,142 53,225 55,268 59,093
Single Life Annuity
59,176Trust 48,485 51.398 54,660 55,414 55,577
Single Life Unitrust 48,852 51,971 55,436 55,206 56,543 60,325
After Tax Income for 265 Acre Donations-
Two-Life Remainder
Interest 47,751 50,753 54,142 57,033 60,173 57,780
Two-Life Annuity
Trust 54,092 56,256 58,619 60,623 62,777 64,427
Two-Life Unitrust 57,262 61,084 65,302 69,104 73,134 77,406
the income uncertainty associated with remainder interest donations proves
troublesome for prospective donors, the guaranteed income streams of the unitrust
and annuity trust arrangements may be attractive.
The unitrust, with annuity payments based on a percentage of the trust's
assets valued annually, may in fact provide trust beneficiaries with a hedge
against inflation. As trust asset values escalate with inflation, the trust's
annuity payment keeps pace with rising prices. In the example, it was assumed
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that the value of the unitrust corpus was appreciating at a 10% rate. West's
real income (the unitrust interest), therefore, would remain constant if prices
are rising at 10% per year. If however, trust assets decline in value, the
holder of a.unitrust interest experiences a declining real income stream.
Although not demonstrated in the examples, a unitrust donor may select an
income option payment. By permitting the unitrust to pay the lesser of trust
income or the fixed percentage payment, the "income option" may remove the need
to invade the trust's principal in periods of low income. The unitrust's "income
option" provision ensures that the selected charity receives all that the donor
had intended it to receive. However, the "cost" that arises out of the concern
that the trust's assets should be preserved for the charity is the income
uncertainty that must be borne by the trust's noncharitable beneficiaries. The
holder of a unitrust income interest (with an income option) is affected by
changes in the trust's income.
While the uncertainty created by the income option may be undesirable for
some Individuals, for others the risk of low trust income may not be threatening.
During peak earning years, Individuals may be; willing to receive income from low
yielding trust assets (below the regular unitrust amount) if there is reason to
believe that the trust's yield will be upgraded so that in retirement years, the
income can be received at a lower margiiial tax rate. It should be noted that the
trustee must invest the assets so as to produce a reasonable return.
The annuity trust, in providing a constant dollar payment stream, eliminates
income uncertainty for the trust's beneficiaries. In circumstances where the
beneficiaries are dependent on trust income, the security provided by the annuity
trust payments may be appealing. In the example, the constant $42,400 annuity
payment may provide such security. In inflationary periods, however, the value
of a fixed income stream can be ravaged. For example, if inflation is running at
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8% per year, the $42,400 annuity payment In year five is only worth $28,843 in
f
purchasing power.
Note that in the case of appreciated property that generates a low cash rate
of return, a charitable gift that is properly structured may Increase after
tax income received by the donor (Table 19). In the case of the charitable
remainder unitrust or annuity trust, the charitable organization is able to
liquidate the property with no tax consequences and can frequently invest the
proceeds to yield a higher cash return than what the donor is currently earning.
This higher yield provides the base for the charitable organization to guarantee
the donor a higher annual income.
In summary, it is generally the case that the donor's prime motive in making
a charitable gift is to benefit a deserving organization. However, once a
commitment to make a charitable donation has been made, the donor generally wants
to minimize the cost of the gift. The considerable flexibility offered by the
many, allowable donation methods may permit charitably minded individuals, who are
concerned about lifetime financial security, to fulfill their charitable desires.
In fact, the allowable donation methods and the tax deductions may actually
enhance current Income and enable a donor to make a larger gift than originally
thought possible.
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FOOTNOTES
^ Internal Revenue Code of 1954 §§ 170, 2055.
2 A deduction is allowed under section 2055(a) from the gross estate of a
decedent who was a citizen or resident of the United States at the tinfi of death
for the value of property included in the decedent's gross estate and transferred
by- the decedent during lifetime or by will—
1) to or for the use of the United States, any state or
territory, any political subdivision or the District of
Columbia if used exclusively for public purposes;
2) to or for the use of any corporation or association
organized exclusively for religious, charitable, scientific,
literary or educational purposes;
3) to or for the use of a fraternal organization if
used exclusively for the purposes cited iii (2) above, or
4) to or for the use of veterans* organizations
incorporated by act of Congress.
Internal Revenue Code 2055; Treas# Reg § 20.2055-l(a)(1)—(4).
^ A deduction from gross income is allowed for any contribution to an
organization described in footnote 5« The general rule is that a qualifying
charitable donation may be deducted to the extent that the deduction does not
exceed 50% of the donor's adjusted gross income (computed without regard to the
operating loss carryback of I.RaC. § 172)• liR.C, § 170 (b)(1)(A); I.R.C. § 170
(b)(1)(E).
Prior to 1982, only donors who itemized deductions could deduct their
charitable contriubtions< Under the new law, taxpayers who do not Itemize may
a -Pof a nori-fnn nf t.helr rharitable contributions. The maximum
amount of charitable contributions which are' deductible for nbn-ltemieers are
phased in through 1986 according to the schedule set forth in the following
table:
Applicable Maximum Maximum Deduction
Percentage Maximum Deduction for for Married
Applied to Deductible Married Individuals Filing
Year Contribution Contribution Individuals Separately
1982 25% $100 $25 $12.50
1983 25% 100 25 12.50
1984 25% 300 75 37.50
1985 25% 50% of Adjusted X •5(x)
Gross Income
1986 25% -
•t
X .5(x)
1987 none none none
^ Gifts of capital gain property ,(defined as property which if sold at
fair market value on the date of contrlbutin would produce long term capital
gain) are fully deductible subject to the 30% adjusted gross income limitation.
The taxpayer may elect to disregard the 30% limitation by reducing the
contribution by 40% of the long term capital gain. I.R.C. § 170(b)(1)(C). In
doing so, donors regain the ability to deduct up to 50% of their adjusted gross
Incomes.
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In situations where donors transfer an amount of property that is large relative
to their gross incomes, or where the capital gain portion of the property is
small relative to the property's basis, the election typically produces a larger
Gifts of ordinary income property (defined as property which if sold at fair
market value on the date of contribution would produce ordinary income or short
term capital gain) are deductible only to the extent of the donors basis in the
property. Gifts of inventory and capital assets held for one year of less must,
therefore, be reduced by the amount of ordinary income or short term capital gain
in the property, , ^
In cases where an individual donates tangible personal property that is put
to an unrelated use (a use which is unrelated to the basis for the charitable
organization»s exemption) the contribution must be reduced by 40% of the
property's long term capital gain appreciation. For example: if a donor contri
buted a painting to an educational institution, a full deduction for the value of
the painting is allowed if the painting is hung in the institutions library. If,
however, the painting is sold, it is considered to have been put to an unrelated
use (even if the proceeds are used for educational purposes) and the deduction is
subject to the 40% reduction.
5 Under I.R.C, § 170 (b)(l)(A)(l)-(viil), the qualifying charities for the
income tax deduction vary somewhat from those for the estate tax deduction. The
fifty percent deduction provision is in effect for gifts to the following
organizations:
1) a church or an association or churches;
2) an educational organization with a regular faculty,
curriculum, and attending student body;
3) a hospital or medical facility directly engaged in
medical research in conjunction with that hospital;
4) an organization that receives a substantial part of
its support from the United States, states or a political
subdivision thereof, or from contributions from the general
public and which is organized to receive, hold. Invest, and
administer property for the benefit of colleges and
universities;
5) the United States, a state, or a political
subdivision thereof if the contribution is made for
exclusively public purposes;
6) an organization exempt as a charitable, religious,
educational, scientific, or literary organization if it
receives a substantial part of its support from a
governmental unit or from contributions from the public (i.e.
American Cancer Society, Sed Cross).
There are three types of private foundations that qualify for the fifty
percent deduction under § 170(b)(l)(a)(vii). These are: 1) all private
operating foundations , 2) any other private foundation that distributes the con
tributions it receives to charities within two and one half months following the
year of receipt, and 3) any private foundation that pools its contributions into
a common trust fund which is distributed to charity. The income must be distri
buted within two and one half months after the end of the year in which it is
realized, and the corpus must be distributed to charity within one year of the
death of the last surviving lifetime beneficiary. The private operating
foundation mentioned in (1) above Is an organization that spends or contributes
the lesser of its adjusted gross income or its minimum investment income (5%
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return on its investment portfolio), for the purpose or function for which It Is
organized and either devotes substantially more than half of its assets to such
purpose or function or distributes at least two-thirds of its minimum
income directly for the purpose or function for which it is organized or ^^ece v
substantially all of its support from independent organizations providing t
less than one half of its support is derived from its gross Investment Income.
I.R.C. § 170(b)(1)(D); I.R.C. § 4942.
^ If ah orgariizatlon does not qualify as a § 170(b) organization but falls
within the definitions of § 170(c), the donor is entitled to a deduction equal to
the lesser of 20% of the donorVs adjusted gross income (computed without regard
to the net operating carryback), or the amount by which half the donor s adjusted
gross income exceeds the deduction taken for contributions to § 170(c) if it is
either i) a church or association of churches, il) an educational organization
which maintains a i^egular faculty and curriculum and normally has a regularly
enrolled body of students in attendance, ill) an organization the principal
purpose or functions of which are the providing of medical or hospital care or
medical education functions or medical education or research, if the organization
is a hospital or operates in conjunction with a hospital and if the organization
is committed to spend such contributions before January 1 of the fifth calendar
year which begins after the date of the donation, iv) an organization which
normally receives a substantial part of its support from the United States or any
state or political subdivision thereof, or from the general public which is
organized for the benefit of a college or university referred to in (ii) above,
v) a State, a possession of the U.S. or any political subdivision thereof or vl)
a corporation, trust or community chest, fund or foundation which normally
receives a substantial part of Its support from a governmental unit referred to
In (v) above. I.R.C. § 170(b)(1)(B); I.R.C. § 170(C).
^ Appreciated property may be defined as an appreciated capital asset held
for more than 12 months. See I.R.C. § 170(b)(1)(C) and I.R.C. § 1221.
8 An individual may elect under I.R.C. § 170(b)(l)(D)(ili), to have the
reduction rule of §' 170(e)(1)(B) apply to contributions of appreciated property.
If the election is made, the donor must reduce the deduction by the amount of
ordinary Income and. 40% of the amount of long term capital gain that would be
recognized if the donor sold the property on the date of the donation.
® I.R.C. § 170(d)
If a fractional interest donation is an undivided portion of the
donor's entire interest, or if the Interest would have been deductible if It had
been transferred in trust, the gift will qualify for the Income tax charitable
deduction. I.R.C. §•170(f)(3)1; Treas. ^g^ § 1.170A—(b)(1).
Assuming the Wests do not elect under I.R.C. § 170(e). fee note 8
supra.
I.R.C. § 170(f)(4) provides that, in determining the value of a
remainder Interest in real property for purposes of Section 170, depreciation and
depletion of such property are to be taken into account. Depreciation is to be
computed by the straight line method and depletion Is to be computed by the cost
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depletion method. Section 170(f)(4) applies only In the c^e
obtained (Treas. Reg. § 20.2031-10).
13 Amere life estate passing to the surviving spouse has not been . ^
eligible for the marital deduction. The new law, however, permits an executor to
isr-'s-'si s sfs
'""g."?™ '".SSSiifSSS;.... "'tlSLoi™
interests If the decedent's executor elects and the spouse receives a qualifying
income interest fot life. ^ from a
speclfirpaft °Lrrot'brnow« frany'^ erson
sL?:r^ i^:::L'rprfrtS
fpoufe-rS^reari^rdLrosJ"-^^^^^^ refecu^ffs ^^drfprpperty In
which the decedent, held the life estate Is Includable In the
estate. The additional federal estate tax Imposed may be recovered fromperson receiving t^e , ^3,^
^ f=JLa?%lfrtar In the event of a transfer, additional federal gift taxlliTon the®remalnd;r Interest as aresult of allfet^e transfer of th^lncome
Interest may be recovered from the person receiving the property. ^ «
result of the lifetime disposition of the qualifying Income Interest, tl»ejrc^isl6n ortie entire property as a taxable transfer uses up part (^ all) of
the spouse's unified credit, the spouse Is not permitted to recover the
amount from the holders of the remainder interest. I.R.C. § 2056.
(e) Valuation of a remainder Interest following more than one life or
a term certaI5~^current with one or more lives. (1) If the valuation of
remainder Interest In the real property is dependent upon the ®
termination of more than one life or upon a term certain concurrent with "
more lives, a special factor must be used. The special factor Is to be computed
on the basis of (k) Interest at the rate of 6 percent a year, compounded
annually, (b) life contingencies determined, M to each ^le and female 11
Involved, from the values of Ix that are set forth In columns 2 and 3
respectively, of Table LN of paragraph (f) of § 20.2031-10 of this chapte
(Estate Tax Regulations), and (c) If depreciation Is Involved, the assumption
tha^tL ;^opefty depreciates on a straight line basis over "s estimated useful
life. If any part of the property Is subject to depletion of Its natural
resources, such depletion must be taken into account in determining the value of
the valuation of a remainder Interest following two
lives, the special factor may be obtained through use of the following formula.
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. [(1 • (1 - (1 •(1-^)1
t=0 y
1.03
where
(1 - J--i)
2x1 n
n » estimated years of useful life
r *= 1/1.06
X and y = ages of the life tenants ^ t vi« tw
1 and L = number of: persons living at ages x and yX ^ of § 20.2031-10(f) of this chapter (Estate Tax Regulations).
Treas. Reg. § 1.170A—12(e).
Ibid.
I.R.C. §§ 170(P)(2)(3); I.R.C. § 2055(e); I.R.C. 664.
" I.R.C. § 664(d)(3)
18 The total allowable deduction Is $59,823 (the present value of the
charitable remainder Interest). The calculation of the remainder Interest Is
accomplished by subtracting the present value of the annuity from the
value of the trust. The present value of the annuity Is
payout ($5,000) multiplied by an annuity factor for males ®g® °
annuity factor Is located In Table (1) of Treas. Seg. § 20.2031-10. Deduction
$100,000 - (5,000 X 8.0353).
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GLOSSARY
Adjusted Gross Income - All Income (from whatever source) less certain allowable
business deductions. Adjusted gross Income is used as the basis for
figuring deductions based on a percentage of income or deductions that are
limited by a. percentage of Income (e.g. the deductions for medical expenses
and charitable contributions).
i
Annuity - An arrangement where an individual (or firm) makes specified payments
to another individual in exchange for property or money.
Bequest - A gift of property made through an individual's will. Technically, a
bequest is a disposition of personal property by will whereas a disposition
of real property by will is termed a devise. In practice, however, the two
terms are used interchangeably.
Capital Gain - Gain received in the sale or exchange of a capital asset. Gain Is
defined as the excess of revenue over cost.
Depreciation - The decline in the value of an asset due to age, wear, or
obsolesence. Depreciation is usually measured by allocating the cost of an
asset over its estimated useful life.
Gross Estate - The value of property owned by a decedent at death and the value
of all gifts made within three years of death (except those gifts covered by
the federal gift tax annual exclusion).
Income Interest - A right to receive Income from property. The income producing
property is typically held in trust.
Income Stream —The monetary return (received in a series) from employing or
investing ones assets.
Joint Tenancy - Co-ownership of property with right of survivorship in the
remaining owner(s) upon the death of one joint tenant. The right of
survivorship transfer occurs through the joint tenancy title designation
rather than through a will. Most property held In joint tenancy is taxed in
the estate of the first joint tenant to die and then again later at the
death of the survlvor(s).
Life Estate - An interest in property permitting the holder of the life estate
(the life tenant) to possess and use the asset for life. The life tenant
also has the duty to pay taxes, interest and maintenance costs on the
property.
Present Value - The value today of a dollar received in the future. The value
today is determined by discounting the dollar to be received by an amount to
account for the interest that would be received if that dollar were received
Immediately.
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Semalnder Interest - Afuture Interest In property that will follow a life estate
or an income ''interest •
Estate -The value of property that is subject to the unified transfer
tax at death. The taxable estate is the gross estate of a ®
marital deduction, the charitable deduction, the orphans deduction and the
cost of estate administration.
Tenancy in Common - Co-ownership of property with the interest of a dece^ed
tLant in common passing to heirs under a will. Only the portion owned by
the deceased tenant in common is taxed in the estate.
Trust - An arrangement where property is transferred to another f
trustee) who is responsible for administering the property for the benefit
of others (the beneficiaries).
Unified Credit - The Internal Revenue Code gives each taxpayer a unified credit
which can be applied either against the gift tax or the estate tax. If an
individual makes a taxable gift or property is transferred by reason of
death, the transfer is subject to a gift tax or estate tax
The gift tax and estate tax are determined pursuant to the sare rate
schedule Shich is set forth below. If an individual makes a
gift tax would be Imposed pursuant to the rate ®
unified credit has not been used up, a taxpayer would utilize the
credit as a credit against the gift tax due. Once the unified credit has
been used for a taxable gift, the amount of the unified f
a credit for either future gifts or death tax transfers will be reduced by
the amount of the unified credit applied against the gift tax on prior
^^ '^^ ^The phased-in schedule for increasing the unified credit is set forth
below. You will note for calendar year 1982, each taxpayer has a unified
credit of $62,800. By tax year 1987, the credit will have been increased to
$192,800. The second column of the chart Indicates the maximum
property which can be passed with the application of the full unified credit
resulting in zero tax. ^ « 4
Year of Gift property^Equivalent
Unified Credit to Creditor Death
1981
1982
1983
1984
1985
1986
1987 and later
$ 47,000 $175,625
62,800 225,000
79,300 275,000
96,300 325,000
121,800 400,000
155,800 500,000
192,800 600,000
Will - Alegal document by which a person arranges for: the disposition of
property at death, designation of an executor, and nomination of a guardian.
